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10/19/83 

SIG-IEP 


JAPANESE CAPITAL MARKET LIBERALIZATION 
AND INTERNATIONALIZATION OF THE YEN 


since this Administration took office, Administration officials 
have Dressed the Japanese to open their capital markets to a ow 

creater foreign participation and increased internationalization 

nf the ven Although the Japanese have taken a number of steps in 
th indirect ion, partly in response to U.S. pressure, many restrictions 
!emai^a!d ^damental steps^oward liberalization have not been 
forthcoming . 

Recent concerns about the yen/dollar exchange rate and Japan's 
growing trade surplus with the United States have ex * c ®J-kated Pro 
tectionist pressures in this country, and underscored the need eralize 
bold and comprehensive action by the Government of /^eralize 

their capital markets and allow the yen to become more fully inter 
nationalized. Such developments would help ensure that e va 
of the yen more fully reflected market forces. . 

are rbnL^dih^/ijlh! ^ a^^Vbroader 

Those measures reportedly will include. 

liberalization or elimination of restrictions on real 

estate investment; 

— elimination of restrictions on foreign stock acquisition 
of certain firms; and 

— announcement of Japanese Government agency bond- issues 
(dollar denominated) in the New York. 

,,1:1 mp ,ci]rps of this nature would be steps in the right 
direction, they would have little impact on the overall investment 

steps “Inch we could press the Jdpanwe internationalization 

o^h^n^hr^s/us!; c^^tis^hoirmLsures to which we might 
attach high priority for immediate action. The second list contains 
measure s^hich are also important to the longer-term process of 
capita! market liberalization, but which do 

important in terms of immediate action. A third list of possiDie 
steps which Japan could take in the area of direct investment also 

is attached for the group's review. 


NSC review completed. 
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with the Japanese. 

Some of the measures might, if taken in isolation, tend to 

mzjmmgssgm? 

In addition, while some analysts disagree, a „ d if the G OJ 

Jf “^cSmESS £*?£."£ nW -pita? markets, such a 
package woild make the yen a more attractive currency. 

in the attached lists, we have indicated to the best of our 
knowledge the -/^^^^f^j^^rnfor^oHc^s'o^rt a?wiys 

now active due to market ^Jf^^wiig' ii ^Japanese market). 
is'rJesuft.^^irnot always entirely clear precisely what "current 
policy" with respect to some items really is. 


* 
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Immediate Prio rity Actions by Oovern m ent of Ja ^an 

T.i he> ralize Japan e se capital Market ^ 

— and internationalize the Yen 


tax r withh^Ld lng on Euro-yen bonds and securities. 

BACKGROUND: Non-official nonresidents subject to 20 perc 

withholding tax except where bxateralUx tre^ty^ 

otherwise (10% for U.S.). , ^ f withholding would make 

exempt from withholding. Elimination of withhold g 

investment in yen assets more attractive to ror y 

regulations on yen- denom inated certificates of depos it: 

a) Remove ceilings on total amount of CDs which can be issued 
by each bank? 

b) eliminate minimum denomination for individual CD, 

c) allow CDs to be freely negotiable. 

BACKGROUND: Despite recent ^^bank to m^yen assets*?^ ° f 

CDs which can xesued by h domegtic banks) , ceilings 
foreign banks (75% ot capir f dq Minimum denomination 

limit banks- ability to raise yenjunds. b ^ duced to rough i y 

roughly $2 million (¥ en . . . h en( j Q f 1983. CDs cannot 

$1.3 million (yen 300 million) by the end of^. Ay Raising ceiling 

be traded without permission o ld make market much more 

and making CDs freely negotiable would ”^ e d ”® estic lnvestors . 

Lower^denom^natio^woul^provide greSter investment opportunities 

for small and medium sized investors. 



debt at market-determined interest rates; 

b) of C officia l U debt C instrument spinel udin^increased ?eUai«o„ 

short term T-bills; 

c) encourage development of an active secondary market; 

d) permit all banks (not just syndicate members) to trade in 
Japanese Government securities. 

background: This “G^leW^uLelTliir slightly 

SSlTK Tyn fte Of -nks and securities firms 

Kli l S n ^T 1 ^ySiS. a t?^. ,, Ly sell government 

> 
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debt to the public; foreigners permitted to purchase government 
securities only upon resale by syndicaCe members. Secondary 
market activity limited due to requirement th ^ “"^writing 
syndicate hold debt 100 days before resale. (More active 
darv market could develop as ten-year debt issued in 1975 ne 
maturity.) T-bills now issued on a limited basis, priman y 
cash management purposes, and must be redeemed within fiscal 

year of issue. 

GOJ debt concentrated in ten-year instruments, although steps 

have been taken in recent years to diversify al debt 

reportedly considering further ^edification of official debt 
beginning in 1985, when ten-year debt issued in 1975 must be 
rilled over and a large amount of new debt issued as well. 

GOJ not likely to accept nonsyndicate trading in government 
securmel? since it would Indermine the current system of govern- 
mOnt debt management. 

Action by r,OJ to make membership of t he Tokyo Stock Exchange 
lllllliclllv feasible tor tor eiln securities firms by reau g^a 
the security deposit requirement . 

BACKGROUND: Although foreign firms have technically been permitted 

for over a year to join the Tokyo Stock Exchange, the financial 
commitment Required (roughly $5 million in cash) makes ™ am ^ship 
economically unfeasible for foreign firms. (No seats ^currently 
available, but the GOJ would almost certain* ’ one if a U.S. 

firm were interested.) A seat costs roughly $1 million, the 
remaining $4 million is a required security deposit to ensure 

the firm can meet its obligations. U.S. f ir “®', * thu^have^o 
to SEC minimum capitalization requirements, would thus have 

bear a double burden. 

in contrast, Japanese firms can readily join U.S. aac ^^ ies 
exchanges because financial commitment is the cost of fc ie ® 
aDDroDriate bonding (security deposit in cash not require ), 
maintaining capitalization of U.S. subsidiary at or above minimum 
Sic levels? GOJ should take account of capitalization requirement 
in the United States and other foreign countries in setting level 
of security deposit for foreign firms. 

Extend 73% commis sion rebate on Japane se securities traded m Tok yo 
F o llreiol jfjrlHH ££ rms with represent ativ e offices an Ja pan- 

BACKGROUND: All non-members of the Tokyo Stock Exchange must 

nav a commission for execution of trades on the exchange. Current 
securities industry rules allow rebate of 73 percent of commission 
only to foreign firms with branches in Japan. Extending rebate 
to foreign fi?ms with representative offices as well vitally 
important; would enable them to compete more effectively with 
Japanese firms in selling Japanese securities, especia y 
United States, thereby facilitating foreign investment m Japanese 

securities. 
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7. 


6. Take decisive steps to liberalize and encoura ge the developme nt 
of~ forward foreign exchange markets . 

BACKGROUND: Use of the forward exchange markets currently limited 

to underlying real transactions such as trade. Liberalization 
and development of forward market could enhance willingness of 
investors to purchase and hold yen. 

Public GOJ state ment that it desires i n creased denomination q f 
jaoanese exports in yen. GOJ also could encourage Japanese trading 
companies to hold a significant portion of their working balances 
in yen, not dollars. 

BACKGROUND: Currently between thirty and forty percent of Japan s 

exports are denominated in yen (up sharply in recent years) and 
only two to three percent of imports. Increased yen denomination 
of Japan's exports would eliminate exchange risk for Japanese 
exporters and could stimulate use of the yen in international 
trade and finance, although it could face some resistance by 
importers (including U.S.) reluctant to deal in yen. 

8 . Ma ke official statement confirming that foreign firms are permitted 
to lead manage foreign security/bond i ssues in Japan. 

BACKGROUND: All U.S. firms with branches in Japan are licensed 
to do so, but tradition and their small size have prevented them 
from being lead managers. (One U.S. firm in 1982 co-lead-managed 
a yen issue in Japan by a U.S. corporation. ) 

9. Publicly r eaffirm past statements that appli cat ions for branches 
of foreign securities firms will be proce ssed expeditiojjsl^. 

BACKGROUND: Application process remains tedious (can take over a 

year) despite government efforts to make it simpler (by such 
means as setting up "information offices” last year) . Periodic 
prodding by the U.S. Treasury still necessary to facilitate 
application process. 

10. Autho rize establishment of off - shore banking facilities for 

yen and foreign currencies, similar to the In ternat ional Banking 
Banking Facilities (IBFs) recently establi shed in . New , Yo rk. 

BACKGROUND: Current Japanese policy implicitly prohibits 
establishment of such facilities, although there has been no 
official statement on the question. Governmental support for 
establishment of such facilities could be an important step in 
overall internationalization of the yen, affording foreign in- 
vestors an opportunity to purchase, borrow and lend in yen free 
of interest rate controls, reserve requirements, etc. 
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USG ind ication to GOJ that USG would sup port borrowings by G OJ 
agencies in New York or other overseas capit al markets. 

BACKGROUND: Initial GOJ agency borrowings likely to be announced 

as of October economi? package. Although direct market 

effect on yen/dollar rate likely to be minimal, could have 
psychological effect on foreign exchange markets, strengthening 

the yen. 

noj art- ion to accelerate interest rate li beral ization on all 
instrumen ts, including bank deposits a nd po stal savings deposit s. 

BACKGROUND: Ceilings exist on bank savings ^ P 0 ^ 1 savings 
accounts, although most short-term lending rates are market 
determined. Most long-term rates are administered. Removal of 
interest rate ceilings could make yen deposits/investments more 
attractive for both Japanese and foreign investors. 

Permit foreign lawyers and other profess ionals to practice 
in Japan . 

BACKGROUND: While this is not a "capital market liberaliza 

tion Measure" £>er se, it could significantly facilitate foreign 
investment in Japan. Current regulations effectively prevent 
foreign lawyers from practicing in Japan. Changes m th e 
regulations could make it easier for foreign investors and 
businesses to do business in Japan, thus helping draw capital 
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_ rm rH ~ r <«- y ArHons bv Government of Japan 
— and Internationalize the Yen 



BACKGROUND: MOF ,, 9 u i dance " ^ i ^ r ^J 1 d S about b $8 , billion in 

is about $3 billion in yen lend g ceiling on yen loans 

foreign currency lending. R ® rao 9 borrowers’ access to yen 

would facilitate foreign, e -9- b . tionalizat ion 

financing and generally facilitate the i q interest in 

of the yen. (At P* e ?? n * cUtiSn that the yen will 

strengthen ^ 6 though* this could change with a stronger yen. ) 

Remove limi ts on foreign janhs^swa^ 
for prudential pu rposes. 

BACKGROUND: BOJ sets limits on each bankas aP 

in” funds by selling dollars: E fitting purchase in the 
exchange market and mak *" 9 .. t » swa p in” funds provides 
forward market. Thus, ability alternative for foreign 

another, possibly lower cost ' mnre 9 e f f ect i(?ely in making 
banks, enabling them to C °™P „ li mits recently granted on the 
yen loans. Increases n swap contribute modestly 
basis of past utilization. , inter est rates by increasing 

to promoting market deternunati f lso increase foreign 

a« h » ssss 2 

banhs. W which P are s^ject to strict position requirements.) 

Relax c ollateral and othe r__rggulre^ 
rTT^^TTmirnate aqltTn^F foTeign bo_r^wers. 

BACKGROUND: Japanese g 1S j i^s* cannot^ do because of 

collateralized basis, which U.S^f irms standards for 

covenants in existing terms of net worth, assets, 

issuing on an unsecured basis in terms ot lif As a 

and income so stringent f ew < U.b.f irms ^ £ enable U#S . 
practical matter, excepf __ which has in turn led to 
corporations to issue in da P dards for Japan ese issuers as well 

?I e but r ?he°standa;ds are still officially in effect. 

....hli-h an indr r-^" 1 - ^% tem tor Japan ese 

securities . 

BACKGROUND: Would facilitate Japanese investors 

witl^concep^o^rating^rathe^thar^col lateral. maKing them 
more receptive to U.S. securities. 
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BACKGROUND: Except for prohibited"! rom doing so. 

institutions, Japanese residents a re pronto , capital 

controls S o trol Lchanism 

branches'” in° Japan* to* compete Ks^currently going to 

Japanese firms. 



BACKGROUND: While deci ^ e ^ t ^ s t0 p ubl ic S?a?ement^'GOJ° 

do not welcome foreign competitor , P While foreign 

could facilitate membership of . fo ^® J ses in others they are 
firms can become full mem k er *^ r ^ y ? Fo r example, Arne rican 
only allowed to Participate rnfo^ally.^Fo.^ to participate 
Express is now allowed (af te r ications -for credit cards, 

in informal group Rawing up important to establish principle 
but it is not a full member. Imp ical mat ter, U.S. banks 

tTe'nlTftTl members 3 in"* c tearing hSuse and automated data exchange 

7. Hake a pu b lic statement ^ ^l.^i^ttie 8 Japanese marke t. 

in foreign currencie s may be freely issuer^ x 

BACKGROUND: Bonds denominated in fore ign t ™^ eS a i h t r o e ug h een 

issued in the Japanese ca P^ fc three or four years. Would 

n srrSng a then e role S |rmarket fo?ces by providing another investment 
alternative. 



BACKGROUND: No f ormai ^^rement , co-le^b^Japanese securities 

corporations now invaria y u.S. investment banks led 

firm. (Until five or six years ago^U.S. J apanese corporations, 
all dollar-denominated Eurobon was lad by a Japanese 

and then all at once every tQ inc i u de a Japanese 

firm.) Informal MOF jdv provides another mechanism 

f .Decontrolling SnSncEfaStivltiS. of Japanese firms abroad. 


rnKlFT DENTIAL 
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9. Permit foreign certificates of dep o sit and commercial paper _to 
be traded in Japan. 


BACKGROUND: Decision 

Implementation still 
Would be another step 
(by providing another 
international capital 


to allow this announced over a year ago. 
awaited, pending strengthening of the yen. 
towards liberalizing Japan's capital markets 
investment alternative) and facilitating 
movements. 


10. Eliminate queuing system for fore ign firms and governments 
wishing to borrow in Japan * 

BACKGROUND: Size of individual public issues 

to $90 million, and securities industry consults with MOF 
to' avoid market "congestion." Relatively unimportant now, 
due to low level of foreign interest in yen borrowing, but 
could become crucial when such interest reappears. 

11. Infor m GOJ that U.S.G. would su p port GOJ's efforts to perm _ i t_ 
GQj to iss ue debt instruments overseas, both in yen and in _ 
foreign currencies. 


BACKGROUND: Currently under considerabion by the GOJ. Issu g 

debt abroad currently prohibited by law. Would enable GOJ to 
issue securities abroad in its own right rather than only 
through agencies. While actual effect on the yen would depend 
on the size of the issues, psychological effect (strengthening 
the yen) could be more significant. 
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Prinrit-v Actions by Government of Japan 
t-Q T.i hftralize Direct Investment 


s> ninUgaUsn sJste~“o" 9 blth‘n«i Sn“.,paasign 

of existing investments 

b) exclude ministries other than Finance 

c) eliminate criterion relating to adverse effects on Japanese 
enterprises or the national economy 

BACKGROUND: The Forex Law requires n ce'' 30 t days t prio“to th^invest- 

^o^or^othe^conL? ed^ni^rLsX "not object to the 
Tnvestment^or call for alterati™ ^^Kd^e^f SSr- 
may proceed as plan • created by the current system. 

^Va^r^irn^Llc^r^ G$J review of investment 
applications. 

- a gafeagaM 

financial and non-f inanci al enterprises. 
background: GOJ has authority total foreign investment in 

atomic energy)* Eliminat nackaae. Other steps may 

included in the October economic stimulus pacxage. ut. f 

be more difficult to achieve. 

3. 



background: «« 

(October 13 and 14) that i “‘“^f^onal treatment to foreign 
OECD principles and «11 exte nd new bilate ral H igh 

Technology ^^"SKhould bf willing to agree to this reguest. 

T „ ue clouded, however, by uncertainty over precise meaning of 

•• naf i onal treatment". GOJ now discriminates among domestic firm 
national treatment G0J a i so discriminate among foreign 

arms ? 9 "es i?G support or ?? prove of such discrimination, even if 
it implies national troatmsnt. 
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issued publicatio , orocedures to follow in investing in 

OOJ - consider a m ore detailed 

publication. 


5. 


Take "affirmative action" nea sures to facilitate foreig n 


investment. 


ssn&s; 
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